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EX PARTE
Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

Re: CC Docket 96-98 Interconnection

Dear Mr. Caton:

RECEIVED

JUL 25 1997

Today, Brenda Fox, VP, Government Relations and the undersigned met with Richard
Metzger and Blaise Scinto of the Common Carrier Bureau and met also with Jim Schlichting,
Tom Power, Anu Seam and Jay Atkinson of the Competitive Pricing Division to discuss the
attached handout regarding MCl's press release that suggests that its worsening financial
results are totally attributable to lLECs making it difficult for them to enter the local service
market. Independent analysis by the Bear Stearns firm indicates that the majority of MCl's
reduction in earnings per share is attributable to declining margins in its long distance
business.

In accordance with 47 C.F.R. § 1.1206(a)(I) of Commission's rules, the original of this
letter and one copy are being filed with your office. Acknowledgment and date of receipt are
requested. A duplicate of this letter is included for this purpose.

Sincerely,

Attachment

cc: Richard Metzger
Blaise Scinto
Jim Schlichting
Tom Power
AnuSeam
Jay Atkinson



The Real Wolf at Mel's Door

Why is MCI reporting substantially lower earnings?

RECEIVED
JUL 25 1997

FEDEIMl COIMNcATIONS COIMS8ION
0fIRCE OF THE SEaIE1MV

In a July 10 report on MCI, Bear Stearns analyst William N. Deatherage
says that:

The Outlook for the Long Distance Business Has Worsened.
the news in this segment was somewhat obscured by the discussion of
MCl's problems in the CLEC area. Our new Forecast has markedly
lower growth in long distance volume, revenue, and operating income.
In fact, a larger share of our EPS reduction relates to a shortfall in long
distance than in the CLEC activities. Intense competition is the issue,
including price pressure. In addition, the company is experiencing cost
growth for items such as the year 2000 reprogramming effort and a
new FCC plan to compensate payphone operators for dial-around
traffic.

In fact, Deatherage estimates that of the 80 cents per share decline in MCr s
projected 1998 earnings, 55 cents (two-thirds of the total) is due to long
distance earnings erosion.

On July 16 Bloomberg noted that:

"MCI has shared with analysts that core (long distance) operating
income in 1997 will be similar to 1996.. .In 1918 we (MCl) have said
that may be similar to 1997." ,

Before MCr s forecast, analysts expected MCI to boost profit in their
long-distance business in 1997 and 1998 by about 10 percent.

Mcrs difficulties are in competing, in long distance telephone service as
well as local service. MCI chose to ask for interconnection in only half of
the 14 states served by U S WEST Communications. Today, MCI can
serve customers in five of those seven states -- Colorado, Iowa, Minnesota,
Washington, Oregon.

Don't be fooled by MCrs press releases.



Wedallday July 16 1:54 PM EDT

Mel denies profit waraiDe 8 political move
EDINBURGH, July 16 (Reuter) • Mel Communications~ de:Dicd onw~ that a surprise
profit wam.ina last week wu a political move to for= U.S.1'OJU1atmI1O opm1 up dcmatic markets more
quickly.

Mel said lat Thursday it expected to post silDificandy hill=' than for=ast loDeS bcc:anle of problema
breaking into local U.S. markets.

The statement rocked a pbmned 520 billion merger with British TelccommUDiCltions Pie (BT.L).

"It would have been a whole lot easier to have acme out and placed In adve:rtiIcmem - ami less
painful," an MCl spokeswoman said after an umual mcetiDg ofB! stunholdcn in EdiDburIh·

Mel says regulatory MStraints and footdragaina by local monopoly 1elecom companies are prevaltiDl it
from breaking into the S1DO billion U.S. local markets.

Some analysts say MCI mipt be exagprating the estimated investmeDt needed and lones expeetcd
from its local business.

Other analysts believe the bearish Mel forecast may point to problemJ with Mel COIC lema-diataDce
business.

Salomon Brothers says that BT knew about MCl's plans for bIcaking into local markets and backed its
efforts to dramatically biihlight the fOO1drlgi.na by local operators.

BT backs MCIls call for effective action by reJU1ators but has said it p1aDI a tborouIh review ofMCJ1.
stra.te1Y followini the U.S. group'slurpri_ItatemCDl

Frsw analysts think the mercer, which will be the iarpst ttans-At1antic deal in hiI10ry ifpaned by U.S.
l'egulaton, is likely to fall apart but BT may decide to re:nepJ1iate the tcnDI.

MCI shareholders have been ke= to point out that not all the news from BT bas been good. BT bas been
hit by a sao million stl windfall tax on the earnings.

BTls contributions to its pension fuDd allO have to he raiNd cxmIidcably after tax chapa. Mel
sbareholdell have said.

Mel chairman Bert Roberta will be rewmiD& to washiDlton aDWedDe~or ThurIday but Jerry
Taylor. the compaDY's chiefexecutive who also attended the meetiDI in . burah. it likely to ltay in
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Mel diIc1DIed tbIt ... tha ..- ill compeUliw lacal u.n. (CJJC>
IICtivitiel lad otb8r o.-Itio& ill.. wiD Depti¥dy hupact aminp beFazUaal ill tbe
IICCCJftd halfof this )at.
OUr 19971Dd 1998 BPS .,imltes alowac:el by appioximate1y 3DYe to Sl.1S 1N14S"" to
51.00. zapective.ly. Iu alWU1t, EPS fonlcau far the lin' COIIC:Cft pic 1lIIY come down
around 10-..
Compued with our model. ~t'l iDput lCtUaUy Jed to • larpr reduction in
cammp in the lonS diltlDCe boIiD.I. thaD 111 iDcreue in lOlia in tile CLBC vezttuft (..
Table 1).
Conlidcrinl the IhI1p andu~ ftlductiOft ill MeI', CUD"lDt eamiDp power, BT may
r=cmsidcr the maiD of tbe rD6ijC at iu ....
ThUI, inYeStOn wW be apr to b=ar BT :reaffirm its c:anmritmeDt to _ deal. the apeed
price. However, BT hu cmly lilted that the company is studying the cbaDpI in MCl's
prospect5lDdillUPJ'Oitive arMC', calI for more open marbta.
Bued on tradinJ orBT IhII'CI in Lcadm1 (down K) aDd tile DDJtm J'BICtiOft 10 far from BT
to MCI'I BDDOuzzceman. Mac may fIJl , ''''' or men. After that, the Ihuu Ibould move
in relJ'ODle to more cletiDitive ltat=ments (poIitive or =Sati~) frmD LaDcloa.

Mar~et cap1talizatian: $29,7C~

ZP. IIaZ' .,.. !!t Dee ~ .,. Diy n4- - - - - - - -1996 50.42A SO.43A SC.44A $O.4U '1.731. 24.5x SO.OS

1997 SO.42A $0.401: $0.2SI: SO.08E Sl.lSE 36.8x $0.05 0.1'
Previous $0.39 SO.39 $1.60

19ge $1.0oE 42.4x
Prttv:iOU8 $J.. '0 -
TIle Hi,bM"'.. f4o. MClp,. .....1I11III CGaI'ta iiiD c.u1Dclade:
" Local meat entry is C'IIJ4'IIlY" .1 objective. '1)e1ayina &aie," by iDcmDbent LECa mPCI)

have clWled the compaDY to fa1112·11 moatbI bahiDd acbedu&.
• Expects to spend Sl00M c1uriD1l997 CODIaqlepllno:pJ.tmy ilSlml with II pc..
" Cl..BC capital ,pad.UDuId appiwdm•• $100M ill '1997 ad SIB ill 1991.

. Bllr. Steens A Co. In~. is. JnIriaIc IftIIIaIr in tJw....nay of tbiI~ and IIIa1 ............ or ehan,.hi_ ill
th~HCumy.

PJL8 NAME: MCJC7-10.DOC



• CL.BC revalue nm-I'ItI fcnc:ut: S5DOM a lti"llW7; S2B aitinll99l.
" CLBC 1DIICI cou1cl reacb S800M (pftax) in 1997. twO tima mi_ p1ID; .... cauld acwd

SIOOM in 1998.
• Lmai ctiltm:e protiIJ dapraIed by (1) CCWlp'titive pdciDs; (2) ---pJoym&Dt of ",,·WinS.

opcratioaI, aDd plCAlact~~ fram c:cn tv lac&1 1NIiftaI; (3) lCCe1eraticm of
year 20001eJ'ft'FI"'minlaftarta. Net I!fEt -5100M in 1997; -$100-S20lJM in 1998.

tit 2r:tJ7 BPS outlook orriJmpd (iD 10.40nnp).
... Above-mentioned iIIua.pU~lyiwpilCt expectationa for IeCCmd-half 1997 md 19981iPS.
... Material charps pouible in futID to improve fiDlDCiaJ perfor".nce.

'IbI Major Own..to OarPuriiC8lt Are:,
Mer

T.IIPI aUlD

LIllI. IE • tIMM)..... 11.. 11f. .... '11.•
AMftuI DftMIh '.Of. I.CPl't 10.1" ..
~Incame 12.18 $2- D.GI IZA5B
Opel....., 15.1% faa 1SA 13A
NltillDml 11.78 11.18 11_ 11.58
EPS ••CO R.'. IU! 12.10

.
CLIC(IMM)

Prwtu inaDme 110.II) ClUJ) .. fID,II)
NIt IPICIlfftt (10.8) tIOJ8) .. ~
EPS (lOS) .70) .,., tID.'II)

.........ICl.IIle......

MCImetro w. CIa.. to Bold tile CLEC 0pIntiaaI. The CWilJ&'IY opcalla 6710cal city
network! in 3S lDIfcjar ci1ieI, IIId has iaItalled 19 C1aI S 1W1EChc1 seniaI 21 major c:ilicI.
Manqcmel1t apec;tI to pnMde 1DcI1ICVice to lmIiDea_ in 30 marUti by,eu-ad 199'7 ami
msy ex=d. tcr¥ice to 60 markets by)lr8l'-end 1991. Tbe 1DtIl mvesa.m 10 dille is Ippioximllely
SiB. The table below ~bib1t11e1ected fiDacial infoaDatiOD for MClmctro.

Tlbll2

Llal f!MMl, 1. - • .. ,. lOlI .- .. ,.
"'nut 11' • ., M 140 ilI4 • .. ..
EBITDA (1) (1) (I) AI) tI) (11) (11) ~ (II)
0pIt'Itin; iIcDmI Nl NA NA NA (13) NA ~) NA (7Z)
NMtn=me NA NA (I) m (10) (11) (11) (II) (IQ)

-.a: COllIPIfl'f .....

The Problem u • Lack f6 lln...MCJmetlg's flcUitiClII'I pauly UDdiIIuti.1ized Conaida:iq
that MClmBtro is thJW years 01&1 and bas lID a'eNive lIIlWork. I'CWDUC is low. Pmthm', moat of !be
local Jc:Z"Vice revenue i. from .l1u to the core 'buIiDeu. BVIIIl imaDalll1el .. J:DCICbt IiWlD Ihat

PJLB NAME: MCJC'7·10.DOC



Mer.loac diItIDce beni...CUItumIl'I pobabl)' pay SJ-52B in ICDU dwpI in MClmeuv cities.
The lack orfIc:i1itiet-bued~ it DDly patiI1ly Rplaimd bypob1cma ill dealiDJ.nth uJ;Ca

MC SlaW tIIat tile Topu........Mar..ch 15UUM"" tile... of UJ7. nus .time
is GowD from S700M _lier in the,.. The _need pIOjediDD illtill much pale!' tbm tbe tint·
quartar nUl ra (SZSJM).IIowe'vct•• Dlliar pat of the iDc:nae ccma from Nllle~.w_
have a Deptt~ DW'Iin. o-.IL Me may haw uzadawrti... tbe cbl11enp of o!!etiDl 1oca1
lervice. In addition. tbe company..~ to be1ie~ tbIIt the ILBCs woukl offer amc:hasiI~

The Outlook far tile Loaa DitlII"W BIIIbF wIblW.-.l 11Ie SWJ iI11hia _'cst WII
.omewbat obscmld by 1111 ctiIcuIIicm ofMCI'. pmbIImI Us It.as:... OUr 11ft' fCDCllt bas
markedly lower powth ill 1GD& cfi!twace wlame. l'e'euue, III! a,wMtiC iDcomI=. la Dct. a.1apr
shire of ourBPS Ndaetkm rrW.ea to .Iboftfd m_ c1iItIoce dim mdIt a..BC IICtivitiei. I-..
competition iI tbB ... iDcJmina price preaam.. ID Idditiaa.. the coWJ*l1Y is~ cost
powth for ilBmS luch a the ,.. 2DOO~ effort IIId a ..... FCC pllD to eou&pCWatB
payphCDe openton for dial·1I'DUDd tnmc.

COIhpIn1u ....uoned:
ATilT (T·"S 314)
British T1l1lcom' CITY..119/16)

j "'1. StarnI~ Co. IDe•.iI Uloei... wi1h llIKialiIt in tD..-k ar aptiana f:If dUI COIDJNIDY. ThaL~ tl)
maka a mlJ'lcet ID alll:llft1y; (b) may "va Dr IboIt pclIiaian m_...ny: ., (c) ma, '- GIft !he oppuIi_
.Ide of public cxQas aecucad Oft &he Door of dw udluF.


